ABSTRACT
INTRODUCTION
esearch studies on discretionary disclosures generally assume that managers of the firms have more information about the firms" past and future activities than do external parties. While management is required to disclose information to the market through annual and quarterly reports, some firms are willing to provide additional information to the investing public. These discretionary disclosures can include, but are not limited to, other non-required published materials, improved investor relations, and improved communications with financial analysts. In evaluating firms" corporate disclosure practices, the Association for Investment Management and Research (AIMR), through its Corporate Information Committee, reported the following about some of its 1993-1994 award winners:
"The comments that propelled Equitable into the top position revolved around a strong president's letter and a very thoughtful discussion of where the company has been and where it is going. The letter laid bare the company's strengths and weaknesses and provided a good and concise description of its strategic planning." "The package of quarterly information Boise Cascade made available, which included a fact book, was considered particularly noteworthy. In all respects, the program demonstrated a commitment to providing accurate, accessible, and timely financial information." "In addition, (Home Depot's) top management maintained a high level of accessibility throughout the year, enabling the investment community to stay current on the company's developments."
These different types of discretionary disclosures are aimed at reducing the information asymmetry between the managers of the firms and the external stakeholders. A key distinction among these different types of disclosures is that some types are very forward-looking, focusing on the company"s future directions. Other types of disclosures are aimed at providing investors with more detailed information about the company"s past and current financial and operating performance.
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In exchange for these expanded disclosures, firms should receive benefits due to the reduction of information asymmetry between the firms" managers and the external investors. The benefits examined in accounting research have included such things as increased stock liquidity (Healy et al. 1999; Welker 1995 (Nagar et al. 2003) , and correction of market undervaluation (Healy et al. 1999) . While previous studies have focused on benefits due to expanded disclosures, there is still a need to capture the impact of the relevant attributes of information on firm valuations and returns. Our study contributes to this body of research by empirically examining the role of discretionary disclosures in a theoretical model, focusing on the relevant characteristics of accounting information. This study provides two primary contributions to the stream of research aimed at examining the consequences of expanded discretionary disclosures.
The first contribution is the examination of the effect of firms" discretionary disclosures using the Ohlson Model (Ohlson 1995; Feltham and Ohlson 1995) . Botosan (1997) was the first study to examine the impact of disclosures using an accounting based valuation formula, but her study considered the impact of information only as an exogenous variable. Using the "linear information dynamic" in the Ohlson Model, this study empirically examines the role of information as an endogenous variable in modeling the impact of disclosures on returns. This is an important methodological improvement because if firms" disclosures are correlated with their reported accounting numbers, the inferences drawn from statistical analysis may be misleading. The structural form of the "linear information dynamic" in the Ohlson Model would indicate that this is an important consideration.
Second, the main contribution of this study is the evaluation of predictive value and feedback value in firm disclosures. In the Ohlson Model, the linear information dynamic assumes that non-accounting information flows through abnormal earnings in future periods if it is value-relevant (Lundholm 1995).
1 Therefore, non-accounting information using the Ohlson Model would only comprise those disclosures that possessed predictive value. In addition, disclosures that do not flow through abnormal earnings in future periods, but which still assist decision makers in assessing the value of the reported accounting information (i.e., current financial results) would possess feedback value. 2 The distinction between these two dimensions of relevance is critical from a policy-setting perspective. If there are benefits to expanded disclosures, it is important to identify which types of disclosure result in the benefits. Disclosures that possess predictive value may be less reliable than disclosures that possess feedback value. 3 This lower degree of reliability may result in greater inherent costs, due to the potential for lawsuits if the future events do not materialize, to the loss of competitive advantage, etc. Therefore, it is important to determine if the identified benefits to expanded disclosures are attributed to predictive value or feedback value.
The results of this study found that the relevant information benefits of expanded firm disclosures primarily consisted of predictive value as compared to feedback value. For firms that expanded their discretionary disclosures, relative to those that decreased their discretionary disclosures, the market did assign a higher valuation multiple on only the current period"s abnormal earnings. This finding was similar to what was reported in previous studies (Healy et al. 1999 ). However, when including future earnings in the returns model, we found that all of the returns benefits were better reflected on the future earnings, and that the current period results were not significantly different between the two categories of firms. Therefore, the feedback component of relevant information quality did not have a significant influence on the firm"s returns.
1 Non-accounting information comprises all information that would not be included in the current period"s general purpose financial statements. Non-accounting information would include things such as the number of backorders, which could potentially translate into sales in the subsequent period, or detailed segmental information, which might not have any impact on future performance. In the context of the Ohlson Model, the value-relevant non-accounting information would include only the information on the back orders. 2 Because reported accounting information provides results of prior firm activities, it is our premise that the predominant information contained in the earnings and book value numbers is comprised of feedback value. 3 The ingredients of reliability are verifiability, representational faithfulness, and neutrality. Because of the forward-looking nature of disclosures that possess predictive value, the characteristics of verifiability and representational faithfulness have a greater potential of being violated.
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Hypotheses Development
In evaluating the role of both accounting and non-accounting information in firm valuation and returns, the Ohlson Model will be employed to provide a theoretical framework. Using the clean surplus restriction, Ohlson (1995) identifies the valuation formula as:
where P t is the current period price, y t is the current period book value of equity, R f is the risk free interest rate, and a t x is the current period abnormal earnings (see Ohlson 1995 for a discussion of the model). A final assumption formulated the information dynamics of the model, in which abnormal earnings, a t x , and information other than abnormal earnings, v t , are specified as:
where the disturbance terms are mean zero and uncorrelated with other variables in the model. In this model, Ohlson defines v t as a summarization of all value relevant events that have yet to have an impact on the financial statements. "Such information bears upon future (abnormal) earnings independently of current and past (abnormal) earnings." (Ohlson 1995 
Contemporaneous returns can be measured by simply dividing both the left-hand side and all of the elements on the right-hand side by prior period price.
As identified in the Ohlson Model, the non-accounting information, v t , is comprised of information that will ultimately become abnormal earnings in future periods. This information will have predictive value as identified in SFAC No. 2. If the firms" managers want to disseminate more information that contains predictive value, the market will be able to adjust its expectations of future performance so that the market"s perceived future expectations will be similar to the managers. Previous research has theorized that managers have incentives to expand their disclosures when the firm is undervalued (Healy et al. 1999; Healy and Palepu 1993; Verrecchia 1990 ). Therefore, the production of non-accounting information, as per the Ohlson Model, would be directly associated with future abnormal earnings. And if future abnormal earnings are directly associated with firm returns, we can expect the coefficient on v t to be positively associated with a change in disclosures. This leads to the first hypothesis, as stated in the alternative form, Hypothesis 1: The change in the predictive value of firms" accounting disclosures will be directly associated with the firms" returns.
In this instance, because the change in disclosures is directly associated with future abnormal earnings, the statistical tests will examine the relationship of the disclosure variable and firm returns. Ohlson (1995) and Lundholm (1995) both note that if non-accounting information is value-relevant, it must become abnormal earnings in the future. However, feedback value is a category of non-accounting information that is relevant for user decision-making, but may not become abnormal earnings in the future. The Association for Investment Management and Research (AIMR), through its Corporate Information Committee, evaluates a small number of firms and provides a ranking of the firms" corporate disclosure practices. While the AIMR reports stress future-looking disclosures, such as management"s discussion of goals in the annual report, they also consider other items that focus more on past and current results, such as the level of detail in quarterly reports and the publication of long-term historical summaries. These types of voluntary disclosures would be more useful in evaluating the current or prior periods" performance of the company.
While the role of feedback value is not clearly specified in the Ohlson Model, disclosures that possess feedback value are designed to provide external parties more detailed information about the firm"s past and current results. Financial analysts who follow the company may have incentives to have timely and detailed information about the current period"s results to provide to their clients. Furthermore, if the market perceives a firm"s current period"s results to be noisy relative to the true economic performance of the firm, a higher cost of equity capital may be imposed due to the greater degree of risk (Diamond and Verrecchia 1991) . By expanding disclosures that possess feedback value, the managers of firms may reduce the noise in the accounting data, resulting in higher valuations (and returns), given the same reported accounting information. Because the disclosure changes are expected to have a direct impact on the association between returns and the published accounting data, t y and a t x , the second tested hypothesis, as stated in the alternative form, is:
The change in feedback value of firms" accounting disclosures will be directly associated with the firms" relationships between returns and reported accounting data.
Because the change in disclosures is expected to reduce the information asymmetry associated with the reported accounting data, the statistical tests will examine the association between the accounting data and firm returns to see if there is a difference for firms that expanded their disclosures.
Sample Selection
The annual reports of the AIMR"s Corporate Information Committee for 1982-1994 provide the information for firms" financial disclosure ratings, or non-accounting information, in this study. In measuring a firm"s disclosures, this study will use a relative industry ranking ( (5) where it RANK is the rank of firm i"s disclosure score in period t, and it N is the number of firms in firm i"s industry in period t. Similar to Healy et al. (1999) , this study examines sustained increases in firms" disclosures to capture the benefits from a change in firm disclosure policies. By focusing on changes in average relative ratings, rather than annual changes, we reduce the likelihood of examining firms that have large increases in ratings that reverse in the subsequent year. 4 Because this study will be examining changes in a firm"s average relative ranking, the change in a firm"s relative rankings ( it CRR ) will be computed as follows:
where t is the period of increased disclosures. A two-year average of RIR prior to the change and a three-year average following the change was used so that we may better capture firms who have changed their disclosure policy (Healy et al. 1999 ). The highest decile of firms based on the it CRR was selected to represent firms with 5 large increases in their disclosure policy. In addition, some firms which had large one-year changes in disclosure followed by an almost complete reversal in a following year were eliminated. This resulted in a final sample of 134 firms.
In order to test the effect on firms that have increased their discretionary disclosures, another category of firms was selected for comparison purposes. This group consists of firms who have had large sustained decreases in their disclosure ratings. Because these firms no longer posses some of the benefits from expanded disclosures, their inclusion should help to identify the benefits from accounting disclosures. The comparison group was composed of the smallest decile of firms based on the it CRR . In addition, some firms which had large one-year changes in disclosure followed by an almost complete reversal in a subsequent year were eliminated from the analysis. This resulted in a final sample of 121 firms.
Regression Models
In addition to the AIMR ratings requirements, all firms evaluated were required to have data listed on the annual active and research Compustat database. A multivariate analysis is used to test the hypotheses identified in section II. These tests are based on the following four regression models and their variables:
Model (1) 

DUM is an indicator variable that has a value of 1 if it expanded discretionary disclosures and 0 otherwise,  BOOK is the book value of equity deflated by prior period price,  ABN EARN is the change in current period earnings deflated by prior period price, and  FUTURE is the subsequent period"s earnings deflated by prior period price.
Models (1) and (2) are used to test the hypothesis using aggregated data for the pre and post-disclosure change years. The FUTURE variable in Model (2) is of interest for testing the first hypothesis. Support will be provided if firms increasing disclosures have a significantly higher level of future earnings (FUTURE) than those decreasing disclosures after the change. To test the second hypothesis the difference for the reported financial variable BOOK and ABN EARN for each data group were analyzed. Support would be found if there was a significant difference for both variables, BOOK and ABN EARN, between the firms increasing disclosures and the firms decreasing disclosure in both Models (1) and (2). Models (3) and (4) are used to test the hypotheses using yearly data with a dummy variable (DUM) used to distinguish between disclosure increasing and disclosure decreasing firms. Support for the first hypothesis is provided if the coefficient on the variable DUM*FUTURE, in Model (4), is positive and significant for only the post-disclosure years. Support for the second hypothesis is provided if the coefficient on the variables DUM*BOOK and DUM*ABN EARN are positive and significant in both Models (3) and (4) for only the post-disclosure years.
Descriptive Statistics
Table 1 provides descriptive statistics for both the firms that had sustained increases in their discretionary disclosures and the firms who had sustained decreases in their discretionary disclosures. Similar to Healy et al. (1999) , the observations were aggregated for the pre-disclosure change period and the post-disclosure change 6 period. The post-disclosure change period consists of the year of change in disclosures and the subsequent two years, while the pre-disclosure period consists of the two years prior to the year of change. The SIZE variable would indicate that the firms being evaluated are relatively large companies. This would seem reasonable, as the AIMR generally examines firms that would be large enough to attract sufficient analyst following. Variables are defined as follows: SIZE is the average total assets (in millions), BOOK is the book value of equity deflated by prior period price, ABN EARN is the change in current period earnings deflated by prior period price, FUTURE is the subsequent period"s earnings deflated by prior period price, RETURN is the annualized one year rate of return in percentage terms, and CRR is the change in relative disclosure rankings. Increase is the category of firms that expanded their discretionary disclosures, and Decrease is the category of firms that reduced their discretionary disclosures.
The future earnings of the firms (FUTURE) were significantly higher for the Increase firms both prior to and subsequent to the change in disclosures. However, annualized stock returns (RETURN) were higher for the Increase firms only following the change in disclosures. Further analysis reveals that the difference is due more to the decline in returns for the Decrease group. However, because the returns measurement is not market-adjusted, we are unable to make any inferences as to whether it is because the Decrease firms had relatively poor performance or if the Increase firms had relatively good performance. This does provide some support for Hypothesis 1, as the Increase firms had a significantly higher level of future earnings relative to the Decrease firms. 5 While BOOK (the book value of equity, deflated by prior period price) was significantly smaller for the Increase firms subsequent to the disclosure change, it was also significantly smaller prior to the disclosure change. This would not provide support that management increased disclosures in order to increase the market"s perception of the value of the firm based on the book value of its equity. 6 Furthermore, there is no difference between the Increase and Decrease groups as to the ABN EARN variable, either pre-or post-disclosure change. These would not provide support for Hypothesis 2 as the Increase firms do not exhibit a change in the reported financial variables relative to the Decrease firms. 5 The Increase firms also had significantly higher FUTURE in the pre-disclosure business. However, this could actually provide additional support for Hypothesis 2. If a firm at the end of year -1 was expecting higher future earnings, management could signal this to the market by expanding its discretionary disclosure activities in order to capture the benefits from those higher future earnings. 6 If the market was undervaluing the book value of a firm"s equity, management would have incentive to expand disclosures to properly value the equity. In this instance, the Increase firms had a statistically smaller ratio both before and after the disclosure change. This lower value implies that the Increase firms" book value of equity received a higher market valuation both before and after the period of change. Variables are defined as follows: Relative Rankings are the disclosure scores of the AIMR ranked according to equation (5), RETURN is the annualized one year rate of return in percentage terms, BOOK is the book value of equity deflated by prior period price, ABN EARN is the change in current period earnings deflated by prior period price, and FUTURE is the subsequent period"s earnings deflated by prior period price.
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e Increase is the category of firms that expanded their discretionary disclosures, and Decrease is the category of firms that reduced their discretionary disclosures. Table 2 provides descriptive statistics on a year-by-year basis in order to better evaluate the factors that may affect management"s disclosure decision. While the relative rankings were significantly different in all of the years reported, the RETURN variable was only significantly different in years 0 and +1. We can then assume that the Increase and Decrease firms had similar market success prior to the change in disclosures, but the Increase firms did benefit from the expanded disclosures in the first two years of change. Because there is no difference between Increase and Decrease in year +2, we could infer that either there were no additional benefits to expanded disclosure for Increase firms or the Increase firms had to maintain its disclosure policy to retain the prior period gains.
The FUTURE variable was significantly higher in years -1, 0, +1, and +2. This does provide support for the predictive nature of management"s discretionary disclosures. Because management would be more knowledgeable as to future prospects, it is to their benefit to signal these future prospects to the market. In addition, the difference of the FUTURE variable in year -1 could explain why firms decide to change their discretionary disclosure activities. These findings provide support for Hypothesis 1.
The ABN EARN variable was only different in year +1. Furthermore, the BOOK was significantly different prior to the disclosure change and only in year +2. In addition, the BOOK was significantly lower, implying that the book value of equity is undervalued by the market. Some modest support, for the second hypothesis, could be found in that the expanded disclosures did eliminate the difference between the INCREASE and DECREASE firms in years 0 and +1. Because the difference did persist after year +2, it would appear that the level of feedback value was not significant. Therefore, there is little support for Hypothesis 2. Increase is the category of firms that expanded their discretionary disclosures, and Decrease is the category of firms that reduced their discretionary disclosures. Table 3 presents the regression results for Model (1) and (2) . Panel A shows the pre-disclosure change results and Panel B shows the post-disclosure change results. All equations tested were statistically significant. The results for Model (1) examined the effect on the reported financial results only. The effect of the disclosure change can be made by comparing coefficients between the two groups. Model (2) adds the FUTURE variable to proxy for the predictive information possessed in the discretionary disclosures. Similar to previous results, Model (1) has no difference in coefficients, either pre-or post-disclosure change, except for the variable ABN EARN in the post-9 disclosure group. That has led to prior conclusions that firms expand disclosures when current abnormal earnings are undervalued by the market and there is no support found for the second hypothesis. By adding the FUTURE variable in Model (2), we see that there is no difference in coefficients between the INCREASE and DECREASE firms except for the FUTURE variable in the post-disclosure change group. This provides support for Hypothesis 1. Variables are defined as follows: RETURN is the annualized one year rate of return in percentage terms, DUM is an indicator variable that has a value of 1 if it expanded discretionary disclosures and 0 otherwise, BOOK is the book value of equity deflated by prior period price, ABN EARN is the change in current period earnings deflated by prior period price, and FUTURE is the subsequent period"s earnings deflated by prior period price. Tables 4 and 5 present the individual year results for Models (3) and (4), respectively. By using dummy variables, we are able to evaluate both the Increase and Decrease firms in the same regression results. As to the results for Model (3) in Table 4 , the Year 0 results were not statistically significant, while all other years were significant at the p<.01 level. In testing Hypothesis 2, we see that ABN EARN was only different between the two groups in Year +2. Furthermore, the BOOK variable was significantly different in Years +1 and +2, but with opposite signs in the two years. These year-by-year results provide little support for value of expanded disclosures. As to the results for Model (4) as reported in Table 5 , we see that all years were significant at the p<.01 level. In testing Hypothesis 1, we see that the FUTURE variable was significantly higher for the INCREASE firms (DUM*FUTURE) for all three post-disclosure years. This provides strong support for Hypothesis 1 that the expanded disclosures are focused on providing information containing predictive value. In testing Hypothesis 2, the ABN EARN was significantly higher only in Year +2 and BOOK was higher only in Year +1 for the INCREASE firms. This would provide little support for Hypothesis 2 that the expanded disclosures provide information containing feedback value. Variables are defined as follows: RETURN is the annualized one year rate of return in percentage terms, DUM is an indicator variable that has a value of 1 if it expanded discretionary disclosures and 0 otherwise, BOOK is the book value of equity deflated by prior period price, ABN EARN is the change in current period earnings deflated by prior period price, and FUTURE is the subsequent period"s earnings deflated by prior period price.
RESULTS
CONCLUSIONS AND LIMITATIONS
This study examines the information benefits associated with firm"s discretionary disclosures. Many studies have considered the benefits associated with increased discretionary disclosures (for example, Botosan and Plumlee 2002; Healy et. al 1999; Welker 1995; and others). By using the Ohlson Model (Ohlson 1995; Feltham and Ohlson 1995) , our study examines the role of discretionary disclosures in a theoretical model, focusing on the relevant characteristics of accounting information. Furthermore, our study attempts to identify if the relevant information contained in the expanded discretionary disclosures possesses predictive value, feedback value, or both. Our tests demonstrated that the expanded firm disclosures did possess predictive value, but they did not possess significant feedback value.
These findings are important from a policy-setting perspective. As the FASB and other authoritative bodies attempt to mandate additional required disclosures, these bodies must understand that there are different costs associated with them. In this study, the primary relevant information possessed in the expanded disclosures was predictive value. By mandating such disclosures, there would be additional inherent costs due to the futuristic nature of the information. Furthermore, if the argument was to mandate additional disclosures that do not possess predictive value, it may be questionable whether the benefits from feedback value would exceed preparation costs.
One of the limitations to this study is the data. The AIMR discontinued its ratings program, so more recent evaluations cannot be completed. However, there have been no significant changes in the levels and types of mandated disclosures since the discontinuance. So from a policy-perspective, the desired qualities of information have not changed since that time. A second limitation is the evaluation of expanded disclosures from the perspective of the AIMR. Our findings were that the expanded disclosures consisted primarily of predictive value and did not possess feedback value. Because the AIMR consists of investment analysts, it is not surprising that they would desire disclosures that were more forward-looking. Therefore, their ratings may be skewed to firms, not based on the abundance of disclosures, but based on the abundance of forward-looking disclosures. It is important to consider that possibility when discussing the benefits, as well as the costs, associated with expanded discretionary disclosure.
